Reply  of  W.  W.  Finley,  President,  Southern  Railway  Company,  to  Toast  at  a  Banquet  of  the  North 
Carolina  State  Bankers'  Association,  Winston=Salem,  N.C.,  May  23,  1907. 

Mr.  President  and  Gentlemen: 

You  will  not  expect  a  railway  man  to  discuss  any  matter  connected  with  the  technique  of  banking, 
or  to  expound  to  you  any  theory  of  currency  reform.  There  are  members  of  your  association  who  are 
much  better  qualified  to  speak  on  these  subjects.  I  shall,  therefore,  talk  to  you  on  a  matter  with  which 
I  am  more  familiar,  and  to  which  I  have  been  giving  a  great  deal  of  careful  consideration— The  Rela- 
tions of  the  Railways  to  the  Business  of  the  Country. 

Two  institutions  which  do  not  directly  participate  in  the  production  of  tangible  commodities,  but  which 
are  essential  to  the  success  of  every  modern  business,  are  the  bank  and  the  railway.  It  is  the  function  of 
the  bank  to  extend  its  credit  to  the  producer  and  to  act  as  bis  fiscal  agent.  It  is  the  function  of  the  rail- 
way to  carry  his  goods  to  market.  Without  the  bank  and  the  facilities  which  it  affords  for  credit  and 
for  the  collection  of  his  bills  in  distant  markets,  the  business  of  the  producer  would  be  seriously  ham- 
pered ;  without  the  railway,  which  affords  him  a  way  to  the  markets  of  the  world,  he  would  be  restricted 
to  supplying  the  needs  of  the  consumers  in  his  immediate  locality.  Every  producer,  therefore,  be  he  farmer, 
miner,  or  manufacturer,  if  his  business  is  to  attain  the  highest  measure  of  success,  must  deal  with  a  bank 
able  to  supply  all  the  credit  he  may  need  and  with  a  railway  able  to  handle  his  products  and  carry  them 
to  market  promptly  and  satisfactorily. 

It  follows  that  every  business  man  in  every  community  is  vitally  interested  in  the  strength  and  sta- 
bility of  the  banking  institutions  of  that  community  and  in  their  growth  with  the  growth  of  its  business, 
and  that  he  is  equally  interested  in  the  strength  and  prosperity  of  the  railways  serving  his  community  and 
in  their  ability  to  increase  their  facilities  so  as  to  keep  pace  with  the  growing  demands  for  their  service. 
On  the  other  hand,  both  the  bank  and  the  railway  are  vitally  interested  in  the  prosperity  of  the  commun- 
ity. Their  business  can  only  grow  with  its  growth  and  each  must  do  everything  within  its  power,  con- 
sistent with  good  business  management,  to  aid  in  the  development  of  the  community. 

The  bank,  as  an  institution,  does  not  make  heavy  demands  upon  the  railway  for  transportation  facili- 
ties. The  commodity  in  which  it  deals  does  not  require  long  trains  of  freight  cars  for  its  transportation,  but 
is  carried  by  express  or  registered  mail.  Nevertheless,  no  institution  in  any  community  is  more  vitally  in- 
terested in  the  adequacy  of  the  transportation  facilities  of  that  community  than  is  the  bank.  Its  business  can 
grow  only  as  a  result  of  the  increase  of  the  general  volume  of  business  done  by  its  customers,  and  the  extent 
to  which  their  business  can  grow  is  limited  absolutely  by  the  maximum  capacity  of  the  carriers  on  which 
they  must  depend  for  the  transportation  of  their  goods  to  market.  It  will  be  seen  that  the  interests  of  the 
bank,  the  railway,  and  the  business  man  are  thus  identical  at  every  point  of  contact  and  if  either  one  is  to 
attain  the  fullest  measure  of  prosperity,  it  must  be  very  largely  as  a  result  of  the  prosperity  of  the  others. 

The  truth  of  this  would  seem  to  be  self-evident.  Yet  it  has  not  always  been  appreciated  by  all  the  people. 
There  have  been  times  when  there  has  been  popular  opposition  to  banks  and  when  legislation  has  been  pro- 
posed in  some  localities  that  would  impose  serious  burdens  upon  them  and  greatly  increase  the  difficulty  of 
transacting  their  important  business. 

This  unreasoning  opposition  to  banks  has  disappeared,  in  most  sections  of  the  United  States,  at  least. 
It  has  recently  been  the  turn  of  the  railways  to  go  through  a  similar  experience.  Many  of  our  fellow-citizens 
who  have  not  given  the  subject  careful,  personal  consideration,  have  been  misled  into  participation  in  an  un- 
reasoning agitation  against  railways  and  some  of  the  State  Legislatures,  following  what  they  have  believed  to 
be  the  demands  of  the  people,  have  enacted  laws,  the  tendency  of  which  must  inevitably  be  to  cripple  the  trans- 
portation facilities  of  the  country  just  as  surely  as  its  banking  facilities  would  be  crippled  by  unwise  legisla- 
tion directed  against  banks. 

The  business  of  the  bank  and  of  the  railway  are  such  that  both  can  properly  be  subjected  to  certain 
reasonable  governmental  regulation.  No  sound  objection  can  be  made  to  such  a  measure  of  governmental 
regulation  of  the  banking  business  as  is  necessary  to  give  assurance  to  depositors  of  the  reasonable  safety 


of  their  deposits  and  to  prevent  extortion  and  the  unjust  treatment  of  borrowers.  When  legislation  affect- 
ing banking  interests  goes  beyond  these  bounds  of  proper  regulation,  it  becomes  destructive  and  injures 
every  business  man  in  the  community  fully  as  much  as  it  injures  the  bank.  In  the  same  way,  there  can 
be  no  sound  objection  to  the  proper  regulation  of  the  railway,  so  far  as  it  may  be  necessary  to  prevent  dis- 
crimination and  unreasonable  charges.  But,  legislation  that  goes  further  and  destroys  or  cripples  the  ability 
of  the  railway  to  maintain  and  improve  its  service  will  be  highly  injurious  to  every  interest  in  the  com- 
munity. 

As  bankers,  you  are  familiar  with  business  conditions  throughout  this  State  and  throughout  the  coun- 
try. You  are  especially  familiar  with  conditions  .  in  the  Southern  States.  You  know  that  the  greatest 
need  of  this  section  at  the  present  time  is  increased  transportation  facilities.  As  bankers,  you  know  that  it 
costs  money  to  build  a  railway,  to  buy  cars  and  locomotives,  to  lay  double  tracks,  and  to  acquire  and  equip 
terminal  properties.  You  know  that  the  net  income  of  a  railway  is  entirely  inadequate  for  the  provision 
of  funds  necessary  for  the  improvements  that  are  imperatively  needed,  and  that  these  funds  can  be  obtained 
only  by  the  sale  of  new  capital  securities,  and  you  know  that  these  securities  can  be  sold  successfully  only 
if  investors  can  be  assured  of  the  maintenance  of  the  earning  power  of  the  roads. 

The  banker  knows  the  relation  between  earning  power  and  credit.  It  is  a  matter  with  which  you 
deal  in  your  daily  business.  When  one  of  you  has  surplus  funds  on  hand  which  he  wishes  to  invest  in  cor- 
porate securities,  the  first  thing  he  examines  into  is  whether  the  earning  power  of  the  corporation  issuing 
the  securities  is  such  as  to  guarantee  the  regular  payment  of  interest  or  dividends  and  to  make  it  reason- 
ably certain  that  the  securities  can  be  sold  again  for  at  least  as  much  as  was  paid  for  them.  When  a 
customer  applies  to  your  bank  for  a  loan  and  offers  stocks  or  bonds  as  collateral,  the  first  thing  you  ask 
is  whether  the  stocks  are  paying  dividends  or  the  bonds  interest,  whether  the  earning  power  of  the  corpo- 
ration issuing  them  is  sufficient  to  assure  the  continuance  of  these  payments  and  the  maintenance  of  the 
market  value  of  the  securities.  After  the  loan  is  made,  if  you  ascertain  that  the  earnings  of  the  corpora- 
tion are  declining  so  as  to  impair  the  market  value  of  the  securities,  you  promptly  call  on  the  borrower 
for  additional  collateral. 

This  is  exactly  what  has  been  going  on  in  recent  months.  Large  capitalists  and  small  investors,  see- 
ing railway  net  income  decreased  by  the  rapid  rise  in  operating  expenses,  due  to  high  prices  of  materials 
and  supplies  and  advances  in  wages,  have  become  alarmed  by  the  tendency  of  State  Legislatures  to  impair 
still  further  the  earning  power  of  the  railways  by  arbitrarily  reducing  their  charges  for  service  and  to  de- 
plete their  income  by  the  imposition  of  heavy  penalties  for  failure  to  perform  impossible  services.  Holders 
of  railway  securities  have  been  selling  them  and  seeking  other  forms  of  investment.  Few  have  been  anx- 
ious to  buy  and  prices  have  been  depressed.  You  bankers  and  your  brothers  in  the  great  financial  centers 
of  Europe,  as  well  as  of  the  United  States,  have  been  scrutinizing  American  railway  securities  with  more 
than  usual  care  when  they  have  been  offered  as  collateral.  The  result  of  your  very  proper  conservatism 
has  been  to  still  further  discourage  investments  in  railway  securities. 

The  effect  of  all  this  has  been  to  bring  about  an  anomalous  state  of  affairs.  At  a  time  when  the  country 
as  a  whole  is  prospering  as  never  before,  when  the  only  apparent  obstacle  to  further  advancement  is  the  lack 
of  adequate  railway  facilities,  and  when  the  managers  of  the  railways  are  ready  and  anxious  to  carry  out 
comprehensive  plans  for  the  improvement  of  their  systems — plans  that  in  the  South  alone  would  involve  the 
employment  of  thousands  of  men  and  the  expenditure  of  millions  of  dollars — the  money  markets  of  the 
world  are  almost  closed  to  them  and  funds  for  the  completion  of  work  now  under  way  have  been  obtained 
only  by  resorting  to  short-time  loans  at  rates  of  interest  much  higher  than  could  prudently  be  paid  for  the 
financing  of  any  new  undertaking. 

It  is  universally  recognized  that  if  men  are  to  be  induced  to  put  their  money  into  any  business  enter- 
prise, except  a  railway,  they  must  have  some  assurance  of  a  reasonable  return  on  their  investment,  but  many 
people  seem  to  believe  that  a  railway  is  different  from  any  other  kind  of  business;  that  earnings  are  not 
essential  to  its  credit ;  that  it  has  some  unlimited  and  mysterious  means  of  raising  money,  and  that  investors 
in  railway  stocks  and  bonds  should  be  willing  to  supply  all  the  funds  needed  for  extensions  and  betterments,  in 
the  face  of  propositions  to  reduce  arbitrarily  the  earnings  upon  which  they  must  depend  for  returns  on  their 
capital.  In  short,  investors  in  these  securities  are  looked  upon  as  a  class  apart— as  persons  not  entitled  to  the 
same  protection  under  the  laws  as  is  given  to  investors  in  bank  stocks  or  in  the  securities  of  a  cotton  mill,  or 
an  iron  furnace.    This  is  a  serious  mistake.    Investors  in  railway  securities  are  our  fellow-citizens  men  and 
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women,  acting  as  individuals  or  collectively,  through  the  medium  of  savings  banks,  insurance  companies  and 
other  institutions.  They  are  engaged  in  no  blameworthy  enterprise,  but  are  devoting  their  money  to  build- 
ing up  a  business,  upon  the  success  of  which  all  other  forms  of  business  must  depend. 

Aside  from  the  fact  that  the  American  sense  of  justice  and  fair  play  should  guarantee  to  these  investors 
that  protection  of  just  laws  to  which  every  American  is  entitled,  self-interest  should  impel  every  man  to  do 
all  in  his  power  to  bring  about  such  a  public  sentiment  toward  the  railways  as  will  facilitate  and  hasten  the 
betterment  of  their  lines  and  equipment  and  the  improvement  of  their  service,  rather  than  retard  it.  The 
importance  of  the  best  possible  facilities  for  water  transportation  is  universally  recognized.  Rail  transporta- 
tion is  equally  as  important.  In  many  localities  it  is  all  important.  No  community  would  deliberately  ob- 
struct its  water  highways,  but  it  would  be  just  as  logical  for  it  to  do  so  as  to  place  unnecessary  obstacles  in  the 
way  of  railway  construction  or  improvement. 

I,  as  a  railway  man,  entrusted  with  the  management  of  a  Southern  railway,  and  you,  as  Southern  bankers, 
are  interested  in  everything  that  tends  to  aid  in  the  development  of  Southern  prosperity.  I  recognize  the 
importance  to  the  South  of  the  development  of  Southern  waterways  and  shall  always  advocate  such  develop- 
ment to  the  best  of  my  ability,  but  water  transportation  is  not  sufficient  alone  any  more  than  rail  transporta- 
tion is  sufficient  alone.  Each  must  supplement  the  other,  and  each  must  be  developed  to  the  highest  possible 
state  of  efficiency  if  the  prosperity  of  the  South  is  to  continue.  The  farmer,  the  miner,  and  the  manufacturer, 
and,  through  them,  the  banker,  are  all  interested  in  this  development  of  the  highways  to  market,  for  the 
profitable  production  of  any  commodity  in  any  locality  or  section  is  limited  by  the  amount  that  can  be  carried 
to  market.  Thus,  any  policy  that  limits  or  curtails  the  carrying  capacity  of  the  railways  must,  to  the  same 
extent,  limit  and  curtail  the  power  of  the  people  to  use  to  the  best  advantage  their  industry  and  enterprise 
and  the  natural  resources  of  their  locality.  It  limits  and  curtails  the  opportunities  for  the  profitable  invest- 
ment of  capital  and  for  the  employment  of  labor. 

This  is  a  very  practical  matter  for  the  Southern  States,  for  the  demands  upon  the  railways  of  this  section 
have  almost  reached  the  limit  of  their  maximum  carrying  capacity.  On  the  Southern  Railway  we  are  en- 
deavoring in  every  way  possible  to  increase  the  efficiency  of  our  operation  so  as  to  get  the  maximum  of  service 
out  of  our  present  plant,  and  the  good  results  of  this  are  daily  becoming  more  apparent,  but,  if  we  are  to  keep 
pace  with  the  rapidly  increasing  demands  for  our  services,  our  best  efforts  in  this  direction  must  be  supple- 
mented by  the  expansion  and  improvement  of  our  facilities. 

The  practical  question  for  you  to  consider,  as  men  interested  in  the  development  of  this  section,  is 
whether  we  should  be  hampered  in  our  efforts  by  legislation  tending  to  cripple  our  ability  to  maintain  and 
improve  our  service.  Do  not  understand  me  as  opposing  any  proper  regulative  legislation.  What  the 
railways  oppose  and  what  I  believe  every  banker  and  every  business  man  in  the  South  should  oppose  is 
legislation  going  beyond  regulation  and  tending  to  cripple  our  ability  to  provide  additional  facilities  through 
impairing  our  credit.  Examples  of  such  legislation  are  laws  proposing  arbitrarily  to  reduce  freight  and 
passenger  rates  and  proposing  to  penalize  the  roads  for  failure  to  provide  service  beyond  their  ability. 

For- instance,  it  must  be  apparent  to  each  one  of  you  that  the  question  of  what  is  a  reasonable  rate  for 
the  transportation  of  passengers  on  any  particular  railway  or  in  any  particular  State  must  depend  very 
largely  on  local  conditions.  A  profitable  passenger  business  depends  on  density  of  traffic.  Urban  popu- 
lation contributes  to  passenger  traffic  not  only  because  residents  of  cities  as  a  class  are  required  by  their 
occupations  to  travel  more  on  business  and  because  they  are  inclined  to  travel  more  on  pleasure  than 
residents  of  rural  communities,  but  also  because  of  the  heavy  and  regular  suburban  travel  to  and  from 
every  great  city  and  because  of  the  heavy  and  regular  travel  between  the  great  cities. 

A  mere  recital  of  the  figures  which  I  have  used  on  a  previous  occasion  must  be  sufficient  to  convince 
you  that  a  passenger  rate  that  might  be  fairly  remunerative  in  a  State  like  Massachusetts,  with  an  average 
population  of  370  people  per  square  mile  and  with  76  per  cent  of  the  population  living  in  cities  of  8,000 
or  over,  or  in  Ohio,  with  103  people  per  square  mile  and  38.5  per  cent  living  in  cities,  would  be  ruinously 
low  if  applied  in  North  Carolina,  where  the  average  population  per  square  mile  is  but  40,  and  where  but 
5.1  per  cent  of  the  people  live  in  cities  of  8,000  or  over.  It  would  be  ruinously  low  in  all  that  section  of 
the  country  south  of  the  Potomac  and  Ohio  rivers,  and  east  of  the  Mississippi,  as  the  average  population  per 
square  mile  in  this  section  is  but  37,  and  but  8.1  per  cent  of  the  people  live  in  cities. 
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In  States  in  which  legislation  has  been  enacted,  or  in  which  administrative  regulations  have  been  pro- 
mulgated that  would  be  injurious  to  the  railways  and  to  the  people,  a  high  obligation  and  heavy  responsi- 
bility rests  upon  railway  managers.  They  are  responsible  to  the  owners  of  the  property  whose  representa- 
tives they  are,  but  they  are  also  responsible  to  the  people  whom  they  serve.  It  is  their  duty,  if  they  are  to 
furnish  a  way  to  market  for  the  people,  to  endeavor  to  re-establish  conditions  under  which  their  credit  will 
be  adequate  to  provide  the  means. 

If  I  am  to  be  able  to  serve  the  best  interests  of  the  property  entrusted  to  my  charge  and  of  the  public 
served  by  it,  I  must  protect  its  legitimate  revenues  and  place  it  on  the  basis  of  sound  and  available  credit. 
We  have  believed  that  the  legislation  enacted  in  some  of  the  Southern  States  has  been  enacted  without  an 
adequate  understanding  as  to  its  effect  upon  the  revenues  of  the  carriers  and  upon  their  ability  to  perform 
their  duty  to  the  public.  We  have  believed  it  to  be  our  duty,  therefore,  to  the  public,  as  well  as  to  the  rail- 
way, to  submit  the  question  of  the  validity  of  these  laws  to  the  duly  constituted  courts  of  the  country,  so  that 
these  tribunals  may  determine  whether  the  constitutional  protection  to  which  we  and  all  other  American 
citizens  are  entitled  has  been  invaded.  We  have  taken  this  step  in  no  defiant  or  retaliatory  spirit,  but  only 
after  careful  consideration  and  in  the  firm  conviction  that  it  is  a  duty  we  owe  no  less  to  the  people  who  are 
interested  in  the  preservation  of  the  efficiency  of  the  railways,  than  to  the  owners  of  the  property.  When  the 
courts  have  passed  on  the  questions  at  issue,  the  result  should  be  loyally  accepted  by  the  railways  and  by  the 
public. 

I  believe  that,  as  I  have  said,  these  laws  have  been  enacted  without  a  full  understanding  of  their  effect 
upon  the  railways  and  the  people  of  the  South  and  that,  when  the  facts  are  thoroughly  understood,  our 
course  will  meet  the  approval  of  all  intelligent  and  thoughtful  men  who  are  interested  in  the  prosperity  and 
material  advancement  of  this  section. 

Although  it  is  not  strictly  connected  with  the  subject  which  I  have  been  discussing,  I  wish  to  direct  your 
attention  for  a  moment  to  a  matter  in  which  we  are  all  vitally  interested.  That  is,  the  importance  of  the 
adoption  of  a  system  of  forestry  management  that  will  result  in  the  preservation  of  the  great  source  of 
wealth  contained  in  the  forests  of  North  Carolina.  In  many  other  parts  of  the  country  the  forests  were 
practically  destroyed  before  the  importance  of  the  adoption  of  an  intelligent  system  of  forest  management 
was  generally  understood.  It  is  fortunate  for  North  Carolina  that  its  forests  have  been  preserved  to  the  pres- 
ent time,  when  other  parts  of  the  country  are  looking  to  this  section  for  an  increasing  proportion  of  their 
lumber  supply  and  of  all  articles  manufactured  from  wood.  As  the  forests  now  stand,  they  can  be  made  a 
source  of  great  wealth  for  all  the  future  if  they  are  properly  managed  and  can  be  made  the  basis  for  the 
many  manufacturing  industries  in  which  wood  is  used  as  a  raw  material.  If  the  forests  of  this  region  are 
to  be  preserved,  it  is  essential  that  a  uniform  system  of  management  be  put  into  operation,  and  I  am  in  com- 
plete sympathy  with  the  proposition  to  create  the  Appalachian  Forest  Reserve,  because  I  believe  that  it  is 
only  by  this  means  that  the  adoption  of  a  uniform  system  of  scientific  forest  management  and  preservation 
can  be  secured. 

In  this  day,  when  nations  and  sections  are  striving  in  peaceful  rivalry  for  the  prizes  of  commerce  and 
for  larger  shares  in  the  trade  of  the  world,  success  can  only  be  obtained  by  the  harmonious  co-operation 
of  all  the  people.  I  appeal  to  each  one  of  you,  therefore,  to  become  an  active  energetic  missionary  in  behalf 
of  what  I  believe  to  be  of  supreme  importance  to  the  South — the  bringing  about  of  the  closest  harmony 
and  the  most  effective  co-operation  between  the  Southern  people  and  the  Southern  railways. 

Each  one  of  you  is  a  man  of  standing  and  influence  in  his  community.  Each  of  you  owes  duties  to 
his  community,  to  the  banking  institution  which  he  represents,  and  to  himself.  One  of  these  duties  is  to 
favor  and  advance  by  every  proper  method  a  public  sentiment  that  will  support  economically  sound  legis- 
lation affecting  business  enterprises  and  discourage  policies  that  would  hamper  and  restrict  business  growth. 
I  am  sure,  therefore,  that  each  one  of  you,  if  he  will  give  this  matter  consideration,  will  see  that  it  is  his 
duty— not  wholly  to  the  railways  of  the  South,  but  to  his  community,  to  his  bank,  and  to  himself— to  favor 
policies  that  will  encourage  the  greatest  possible  improvement  of  Southern  transportation  facilities.  If 
this  improvement  can  be  brought  about  there  will  be  no  halt  in  the  splendid  material  and  social  advance- 
ment of  this  section,  and  our  beloved  Southland  will  move  forward  to  constantly  higher  development  and 
to  new  industrial  and  commercial  triumphs. 
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